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Uruguay's newly inaugurated President Jorge Batlle has made revitalization of the Southern Cone
Common Market (MERCOSUR) a priority, since his country's economy is closely tied to the regional
trade bloc (see other article in this edition). Batlle will have a tough job, as the bloc has suffered
internal problems, particularly between Brazil and Argentina, since the devaluation of the Brazilian
currency in January 1999.
At a recent meeting in Portugal, Batlle called for creating an executive secretary of MERCOSUR in
charge of finding solutions to conflicts that arise between or among associates. Heads of state of
MERCOSUR countries Argentina, Brazil, Paraguay, and Uruguay, plus associate members Bolivia
and Chile, will meet while in Montevideo for Batlle's inauguration to discuss trade-bloc issues.
On Feb. 15, Argentina's newly appointed Ambassador to Brazil Juan Jose Uranga proposed
postponing incorporating new members into MERCOSUR, despite Chile's commitment to
becoming a full member. Uranga said the immediate need is to "overcome the problems that still
exist, improve the bloc, and move forward with coordinating macroeconomic policies." The series
of trade disputes last year within MERCOSUR, the world's third-largest trade bloc of 213 million
people with a combined economic output of US$1 trillion, increased investor concerns, said Thomas
Andrew O'Keefe of Washington- based MERCOSUR Consulting Group Ltd.
"There's concern about how seriously committed Argentina and Brazil are to the integration
process," said O'Keefe, who advises US investment bankers and high-technology firms. The
uncertainty over whether the MERCOSUR countries will follow through in deepening their
economic ties has made US companies more likely to set up in Brazil than the other MERCOSUR
nations, he said.

Conflict between MERCOSUR's two largest economies
While MERCOSUR's problems affect all member countries, Argentina and Brazil, South America's
largest economies, have the most serious differences (see NotiSur, 1999-12-17, 1999- 10-22,
1999-08-20). Brazil's President Fernando Henrique Cardoso, in Montevideo for Batlle's inauguration,
said the trade differences within MERCOSUR, and especially those between Brazil and Argentina,
"will be resolved."
Brazil's devaluation in January 1999 prompted Argentina to enact safeguards to prevent a flood of
cheap Brazilian products from wiping out several business sectors. These measures angered the
other MERCOSUR associates, especially Brazil. With its peg to the dollar, the strong Argentine peso
reduced the competitiveness of the nation's products in Brazil.
Since the devaluation, Argentina has lost at least 30% of its competitiveness compared with Brazil.
But the devalued currency is only one reason. Brazil grants tax and financial subsidies to bring in
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companies, say the Union Industrial de Argentina (UIA) and other business organizations. And
comparatively, salaries, utility rates, and transportation are cheaper in Brazil. The monthly salary of
a Brazilian industrial worker is about US$300, while the average in Argentina is US$600.
After Argentine President Fernando de la Rua took office, his government vowed to reduce high
business costs to stop the industrial exodus to lower-wage Brazil. Administration officials said
the government plans include granting export subsidies, enacting labor reforms, and slashing the
"Argentine cost" expenses driving firms out of the country.
De la Rua has also been discussing measures to stop the exodus with Governors Carlos Ruckauf of
Buenos Aires, Jose Manuel de la Sota of Cordoba, and Carlos Reutemann of Santa Fe. The province
of Buenos Aires has begun a "Buy in Buenos Aires" campaign. About 70 large or medium-sized
companies, "either totally or partially," have left Argentina in the last 12 months, says UIA.
Some analysts say the exodus may have already cost Argentina 10,000 jobs, threatening to raise
the unemployment rate beyond the 13.8% of recent official reports. Since January 1999, 20 autoparts factories have moved to Brazil, with the loss of 7,000 of the sector's 35,000 jobs. Another 3,000
workers were laid off indefinitely because of lower sales. Argentina's auto industry suffered a
33.4% cut in production and a 58.6% fall in exports, most of which go to Brazil. "The question is
how to create fiscal policies, pro- competitiveness, that allow the economy to grow...at 5% annually
from 2001 onward to lower unemployment," said Argentine government economic advisor Pablo
Gerchunoff.
Carlos Perez, economist and director of the Argentine Capital Foundation, says the departure
of businesses responds to "long-term decisions," based principally on "Brazil's comparative
advantages: the size of its market, and labor, tax, finance, and tariff costs." Perez said Argentina's
slight advantage is that it is less vulnerable at the macroeconomic level.
Though he admits that the number of businesses leaving "is worrisome," Deputy Juan Pablo Baylac,
president of the lower house's Industry Committee, predicts that Argentina "will continue capturing
investments as long as it improves its competitiveness, has appropriate labor legislation, and keeps
the nation's risk factors low."
Union leaders fear this means more downsizing and lower wages. Disputes continue amid slight
progress Brazil has asked the World Trade Organization (WTO) to resolve a dispute regarding its
cotton-textile exports to Argentina after talks failed, Brazil's Foreign Ministry said in mid-February.
Brazil will ask the WTO to open a dispute- resolution panel.
Argentina applied quotas last year limiting the amount of Brazilian cotton products that can enter
the market, after charging that exporters were dumping certain cotton products at unfair market
products. On Feb. 16, Argentina and Brazil agreed to draft new rules to govern the auto industry by
May 1 and to extend the present rules in the meantime.
Under the MERCOSUR agreements, Argentina and Brazil should have negotiated new policies
governing their auto industries by last January. Officials of both countries have tried unsuccessfully
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since 1994 to agree on the rules of the game. In January, they decided to extend the present norms
for trade in automobiles. "We have made the commitment to define a policy of transition by May
1," said Argentine Trade Secretary Debora Giorgi. "Meanwhile, in the next two months, we must
negotiate the time frame of the new agreement, the local content, and how the trade will be carried
out."
On Feb. 28, Brazil and Argentina signed a food-safety protocol in Buenos Aires as well as a "made in
MERCOSUR" marketing plan. The food-safety standards were discussed with MERCOSUR partners
Feb. 29. MERCOSUR countries also agreed to join forces in their battle to remove European Union
(EU) export subsidies on agricultural goods. The EU buys about 20% of world farm exports and
MERCOSUR nations complain the EU is protectionist, depriving them of market share and keeping
prices low.
MERCOSUR is a major food exporter to the global marketplace. Brazil is the world's largest sugar
producer and biggest grower and exporter of coffee. Brazil and Argentina are the world's secondand third-largest soybean producers and a quarter of the world's cattle feed on grasslands of
MERCOSUR member nations.
The European Commission authorized trade negotiations only on nontariff issues, reserving talks
on dismantling customs duties until after 2001. But MERCOSUR members want the talks to include
issues it considers market distorting such as tariff barriers and EU export subsidies. [Sources: Inter
Press Service, 01/31/00; Buenos Aires Herald (Argentina), Jan. 24-Feb. 1; CNN, 02/03/00; Reuters,
02/08/00, 02/16/00; Notimex, 02/15/00, 02/16/00; Clarin (Argentina), 02/16/00, 02/28/00; Spanish news
service EFE, 02/29/00]
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